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Despite a recent setback in the privatization of Panama's state-owned telecommunications system
(Instituto Nacional de Telecomunicaciones, INTEL), the government has moved quickly to restart
the bidding. The privatization program, which has proceeded at a snail's pace, is now expected
to pick up speed, leading to the partial liquidation of state shares in INTEL by early 1997 and the
sale of several other properties within a year or so. The biggest prize among the properties on the
auction block is INTEL. The government plans to sell 49% of its shares to the private sector for a
reported US$1 billion (see NotiSur, 03/28/96).
The sale was supposed to have been completed before the end of 1996 but has been plagued with
procedural snags. It is also fiercely opposed by INTEL labor unions who ask why the government
would sell a money-making enterprise, which last year earned a net profit of US$142 million. That
is nearly three times the government's fiscal deficit, which the sale is intended to help liquidate.
The first attempt at privatization faltered when the bid by the Spanish Telefonica Internacional was
disqualified in July because the Spanish government owns 24% of that company's stock. Another
bidder dropped out of the running in August, leaving the US-based GTE as the sole bidder (see
NotiCen, 09/05/96).
A second round of bidding opened in September, this time with the stipulation that no foreigngovernment capital may participate. The bidders have up to three months to make offers and
the sale is expected to take place by February 1997. Minister of Planning and Political Economy
Guillermo Chapman announced that GTE will remain in the running and that the government was
actively soliciting bids in Asia, Europe, and the US. So far, in addition to GTE, the British company
Cable and Wireless has been prequalified. But in October, the INTEL board of directors rejected the
Telefonica Internacional bid a second time.
The decision brought a protest from the Spanish ambassador in Panama, Manuel Lorenzo, who
argued that, since his government was in the process of privatizing Telefonica Internacional
and that the process would be completed before the bids on INTEL are opened, the company
should be permitted to compete. Because of criticism that the first bidding process was tainted by
improper procedures, the government has invited a number of distinguished individuals to act
as observers. These include the INTEL board of directors; Victor Lewis, president of the private
enterprise association (Consejo Nacional de la Empresa Privada, CONEP); a representative of the
International Transparency Foundation (Fundacion Transparencia Internacional); and journalist
Roberto Eisenman.
Privatization of another major state company, the hydroelectric power system (Instituto Nacional
de Recursos Hidraulicos y Electrificacion, IRHE), has also proceeded slowly. Like INTEL, IRHE is to
become a mixed-capital venture with 49% of its shares passing to the private sector. To improve the
chances for a successful sale, IRHE director Fernando Aramburu announced in September that the
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system will first be reorganized into six or seven autonomous companies and the entire operation
modernized with an investment of US$1.5 million over the next 20 months. In addition, some 1,200
workers will be dismissed. However, Margelia de Palacios, executive director of marketing, said in
November that the new companies would find jobs for all IRHE workers. When the changes have
been completed, the system will be privatized.
One motive behind the proposed sale is government inefficiency. Aramburu said that during the
past 20 years, the government has invested US$1 billion in IRHE but that the company is still four
years behind in its investment schedule. A lack of expansion capital has meant that the company
cannot produce electric-power reserves, and generates only enough to meet present demand.
Furthermore, the government has been unable to plug the US$40 million yearly power leak caused
by tapping of power lines at a loss equal to 21% of the company's gross earnings. The publicworkers pension fund (Fondo Complementario de Prestaciones Sociales) is also rumored to be up
for sale. Public-workers unions claim that the government wants to rid itself of the fund and its US
$58 million deficit.
However, Minister Chapman has said only that reforms are under consideration, but warned
that the alternative to privatization is increasing the workers' contribution to the fund from 2% of
their pay to 11%. Other state enterprises are on the block, according to Alfredo Marcia, director
of the Treasury Ministry's privatization unit. The government is studying the possible sale of two
sugar mills, the Atlapa Convention Center, casinos, the water and drainage system (Instituto de
Acueductos y Alcantarillados Nacionales, IDAAN), and a racetrack. [Sources: Agence France-Presse,
09/09/96, 09/17/96; Inforpress Centroamericana (Guatemala), 10/03/96; Agencia Centroamericana de
Noticias Spanish News Service, 09/03/96, 09/11/96, 11/07/96; El Siglo (Panama), 11/08/96]
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